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“Even small health care institutions are
complex, barely manageable places... large
health care institutions may be the most
complex organizations in human history.”

- Peter Drucker



Symptoms

m High costs & cost trends
m Poor access to health care & health insurance
m Underperforming quality







Evaluation & Diagnosis

Cost spend (where the money goes)

Cost trend (how spend is increasing)

Cost drivers (why spend is increasing)




Cost Spend
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*see Appendix for breakdown

*Includes prevention, disease management, care coordination, investments in
health information technologies and health support. Baszed on a PricewaterhouseCoopers” analysis,
**Includes the inpatient costs of hospitals and the ocutpatient costs of hospitals Factors Fueling Rising Healthcare Costs 2008,
and free-standing clinics. @ 2008 America’s Health Insurance Plans



Concentrations of Costs

15% of People Account for Nearly 78% of Cost

Employees & Dependents $53

Adapted from Mercer HR Consulting

% of Employees 5% 50%
% of Claims 53% g 3%
Average Claims/Employee $20,000 $1,000 $150




Concentrations of Costs

Gray area under the curve equals 100% of all
health care expenditures over a life span

Expenditures

Birth Death
Life span



Cost Trend
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Cost Trend: a Personal View
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Cost Trend: Peeling the Onion

m Price: how much a unit costs
a Quantity: how many units you get

m Delivery: coordination across all units



Cost Trend: a 2005 Snapshot

Factors Contributing to the
8.8% Increase in Premiums

27 %

General o

Inflation 43%
Increased
Utilization

30%
Healthcare Price
Increases in
Excess of
Inflation

Source: The Factors Fueling Rising Healthcare Costs 2006, PriceWaterhouseCoopers




Premium Increase Breakdown (2005)

Components Share Total Share
Total Premium B.B% 8.8%
General Inflation 2.4% 2.4%
e Price Increases in Excess of Inflation (Above CPI) 2.6%
Cost Shifting 0.5%
Higher Priced Technologies 1.0%
Broader-Access Plans/Provider Consolidation 1%
3.8%

Increased Utilization

Aging

Lifestyle

Mew Treatments

ore Intensive Diagnostic Testing/Defensive Medicine

IncMsgsed Consumer Demand

Source: PricewaterhouseCoopers” estima i Us studies and analyses.



Growth in Premiums (04-05)

Share of Health Spending  Percentage Point Contribution

Compaonent Insurfru:e Growth to the 8.8% Increase in Health
PFremium Rate Insurance Premiums
PHYSICIAN 24% 7.0% 1.9
CPI 2.4% 0.6
Price Increase in Bucess of Inflation 23% 0.6
Utilization 3.1% 07
OUTPATIENT 2% 13.6% 2.0
CPI 24% 0.5
Price Increase in Bucess of Inflation 405 0.9
Utilization 7.2% 1.6
HOSPITAL INPATIENT T8% 7.5% 1.2
CPI 2.4% 0.4
Price Increase in Bucess of Inflation 405 07
Utilization 1.0% 0.2
PRESCRIPTION DRUGS T6% B6% 1.4
CPI 2.4% 0.4
Price Increase in Bxcess of Inflation 1.1% 02
Utilization 5.1% 0.8
OTHER MEDWCAL SERVICES 5% 7.3% 0.4
CPI 23% 0.1
Price Increase in Bxcess of Inflation 26% 02
Utilization 2.4% 0.1

Sournce: PricewatehoussCoopers calcuadons, December 2003,
Comribudon o che 8.8 parcent Increase 1§ dedved by mukdclvire the comooneres share of current soendine by 1es @roweh rae



Few Quick Fixes

EXHIBIT 1
Annual Change In Private Health Spending Per Capita (Adjusted For Inflation),

1961-2001

Pamant changs in spending
10

8 .
:
(5] H
4 :"
:

2

0
-2

Wags & price Wolumtary Managed cam & threat
[ i controls Effort of health reform

1961 1966 1970 1976 1980 1085 1000

SOURCES: Heniy | Kaser Familk Foundation anaksis. Private health agpenditures per capita, 1960-1990, are from the Centers
for Medicane and Medicaid Sewvicss (CMS)L Change in private spending per capita, 2000-20011, is sstimated based on avensga
premium increases for smployerspomscred coverags from the Kased HRET Survey of Employer-Sponsorad Health Bensfits.

NOTES: Real changs in spending i calculated using the Consumer Prics Inde (CPHI) all items, average annual changs for 1061

2000 and Jubpto-luly change for 2001 This analysis was nspired by an analysis done by lsff Merill and Richard Wassermann more
than fiftessn years ago. Sea LC, Memll and R, Wasssrmann, “Growth in National Expenditurss: Additional Analysss.” Haakh A Fairs

(Winter 1085): 01-08,




“The prevailing model of health care delivery is complicated,
comprising layers of processes and handoffs that patients and
families find bewildering and clinicians view as wasteful.”

“Our current methods of organizing and delivering care are unable
to meet the expectations of patients and their families because
the science and technologies involved in health care — the
knowledge, skills, care interventions, devices, drugs — have
advanced more rapidly than our ability to deliver them safely,
effectively, and efficiently”

Institute of Medicine Report: “Crossing the Quality Chasm”



Cost Drivers: (some) Root Causes

In no particular order,

= Aging population

m Medical technology

m Moral hazard (insurance)

m Cost shifting (public-private)

a Uninsured

m Administrative inefficiencies

m Health care delivery inefficiencies
m Legal environment

m NoO true system
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The Fattening of America’s Demographic
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Medical Technology

“It is commonly accepted that advances in technology have been one
of the most important, if not the single most important, driver of health
care spending growth over the past several decades.”

- Analysis Group

Hip replacement

... 40 years ago

m X-ray, a few aspirin, a cane
Cost: $100

. Now

m MRI, hip replacement, physical therapy, a few aspirin,
and a cane

Cost: Priceless (or ~$40,000)



Medical Technology

Relationship Betwean Health And Intensity Of Care
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Source: “More Variation in the Use of Care, More Flat-of-the-Curve Medicine”, Fuchs, V.R., Health Affairs, October 2004, p.
105.



Medical Technology

m lechnology accounts for >50% of the rise in health care costs

m Increases in technology availability = increases in utilization and
spending on the technology

m 10 percent increase in the surgeon/population ratio results in
about a 3 percent increase in per capita utilization

* Fees increase when the surgeon/population ratio increases

s Adding an extra year of life for the elderly cost $145,000

... but that’s not the whole story

Sources: RAND 1987 study

Final Report on the Relationship Between Technology Availability and Health Care Spending, Analysis Group November 3,
2003

Fuchs, V. R. (1978). "The supply of surgeons and the demand for operations." Journal of Human Resources 13(suppl): 35-
56.

Cutler, David M., Allison B. Rosen, Sandeep Vijan, The Value of Medical Spending in the United States, 1960—-2000, New
England Journal of Medicine, Volume 355:920-927, August 31, 2006.



Moral Hazard

“the possibility that the redistribution of risk changes people's
behavior, such as where coverage against a loss might increase
the risk-taking behavior of the insured ”

s Moral hazard and technology: cause and effect

s Impact of Medicare on hospital spending: 6x vs. individual-level
insurance changes

» hospitals incented to incur fixed costs of market entry or adopt new
practice styles.

m Spread of health insurance 1950-1990 explains 1/2 of the
Increase in per capita health spending

s Challenge: can Americans take “no” for an answer?

Source: Finkelstein, Amy. The Aggregate Effects of Health Insurance: Evidence from the Introduction of
Medicare, Quarterly Journal of Economics. February 2007



Cost-shifting

Source of Uncompensated Health Care
(1995)

33.0%
Medicare

42.6% 24.3%
Medicaid Uninsured

Source: Projection based on Sandra Christensen, O8O Staf
Memarandum: Singie-Parer and AlLPayer Healh
insyranae Sysiems Using Medicares Paymern Haes,
(Washington, DG Congressional Budget Office, April
1993).



The Uninsured

Percent Uninsured, U.S. and Colorado: 1999-2005

—&— United States —— Colorado
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s Uninsured pay ~30% of the health care they receive  (source: cBO)
m Pooling of interests” theory breaks downs
m 5-10% gain from bringing the uninsured into the market (est)



Administrative Inefficiencies

Administrative costs of insurers, hospitals, doctors, nursing
homes and other institutions:

m US: $399 billion (20%) per year on health care bureaucracy
» Estimates range from 19-24%

m CA: 28% went to administration

Source: http://www.sfgate.com/cgi-bin/article.cgi?file=/c/a/2004/10/11/MNGII96CVP1.DTL (reference Harvard Medical
School research)



Getting it Quality 50% of the Time

Adherence to Quality Indicators

Breast Cancer 75.7%

Prenatal Care 73.0%
Low Back Pain 68.5%
Coronary Artery Disease 68.0%
Hypertension 64.7%

Congestive Heart Failure 63.9%

Adults receive about half

.of recommended care
54.9% = Overall care
54.9% = Preventive care
53.5% = Acute care

Benign Prostatic Hyperplasia 53.0% 56 1% _ Chronic care
Hyperlipidemia 48.6%

Depression 57.7%
Orthopedic Conditions 57.2%
Colorectal Cancer 53.9%

Asthma 53.5%

Diabetes Mellitus 45.4%
Headache 45.2%
Urinary Tract Infection 40.7%
Ulcers 32.7%
Hip Fracture 22.8%
Alcohol Dependence 10.5%

0% 20% 40% 60% 80% 100%
® Percentage of Recommended Care Received

Source: McGlynn EA, et al., “The Quality of Health Care Delivered to Adults in the United States,” New England Journal of
Medicine, Vol. 348, No. 26, June 26, 2003, pp. 2635-2645



Not All Quality is Created Equally

Actual Distribution of Physicians by Quality and Efficiency
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(““Higher Efficiency”® = lower relative cost for episode of care)

Adapted from Regence Blue Shield



Legal Environment

Cost of Medical Liability and Defensive Medicine
as a Share of the Premium Dollar, 2005

Component :?t::eﬂﬁﬁ M‘;:::i l—;atll’::t}’ B;:eelf::ui‘a{:s: f
Premium Cost Medical Liability
Physician 24% 3% 21%
Outpatient 22% 4% 18%
Hospital Inpatient 18% 1% 17%
Prescription Drugs 16% 1% 15%
Other Medical Services 6% 1% 5%
Total 86% 10% 76%

Source: PricewaterhouseCoopers’ estimates, December 2005.



Cost of Poor Quality

Estimated Breakout of Healthcare Costs of Poor Quality
Cost of Liigation—2%

Gost of Defensive Medicine—8%

Healtheare Costs 20%
Not Associated
with Poor Quality
7%

source; This %[Iq:hlc Is based on the Juran Irstwes, Inc. and The Saveryn Croup Inc, *Reducing the Costs of Poor
Cualiey Health Care Through Resporsible Purchasing Leadership.” April 2003,



Employer Quality Initiatives

FIGURE 7: Kev Factors That Differentiate
Best Performers

Cuality

Health Improvemnent
and Productivity

Data Bvidence

Appropriate Lse

Percent that best performers are
more likely to implement programs
with these features (as compared to
poor performers)

Source: Delivering on Health Care Consumerism: Strategies for Employer Success, 11th Annual National Business
Group on Health/ Watson Wyatt Survey Report, 2006



m Costs concentrated with a few people, and in particular stages of life

m Costs trends are concentrated in high intensity, high technology
services

m Aging and lifestyle exacerbating costs

m Cost shifting occurring due to uninsured & underinsured, public
programs

m I he insurance system lacks pooling of interests, pushes moral hazard
m Consumer detached from true cost of health care

s Health care lacks of data, standards, processes and feedback
mechanism

m Proliferation of technology, medications, and procedures without
strong evidence

m Strong focus on individual rights (vs. community rights)



Retail meets “System-ness”

$199!!!




A Different View of Health Care







Appendix



First but not Best

Health spending around the world, 2003 *
(share of Gross domestic product, %)
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Colorado vs. US

Coverage By Insurance Category, Total Population, 2004
United States and Colorado

O U.S. m Colorado
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Source: Kaiser Family Foundation, Statehealthfacts.org



Medical Liability and Defensive Medicine

Estimated Breakdown of Insurance Premiums With Medical Liability
and Defensive Medicine Extracted, 2005

Prescription
Drugs

15%

Outpatient '
[Free-standing Other Medical o )
& Hospital} 59 Physician Services-3%

18%

Costs of Liability _ Hospital Inpatient-1%

& Dofonziva
Hospital Madicine

Inpatient 10% Outpatient—4%

17%
_ Prescription Drugs—1%

Physician Other—1%
Services =
21%

Consumer Services, Provider Support & Marketing

Insurance Industry Profit

Government Payments, Compliance, Claims Processing
& Other Administration

sources: Adapted from Cenears for sMedicare & sedicald Serdoes, Madonal Heahh Accourts, 2005 and sdidwest Business Sroup on Haaleh, April 2003,



Number of New State Mandates
19992005
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Sources: Blue Cross Blue Shield Assoclatlon, “Stake Leglslaive Health Care and Insurance ssues: 2003 Survey of
Flans,” December 2003; The most recent daca for mandaes 2004 and 2005) was complled by AHIP from an Ineernal
database chat eracks healthcare legisladon (including healeh Insurance mandates) In each seare.

Cemters for Medicare & medicald Services. Matlonal Healeh Accounds. 2005,



Quality Variation Among Physician Groups
(Highest, Lowest, & Average Performance)

Percent of patients receiving appropriate care: B MALow [l MAHigh
- = = MA Avg U.5. Avg

Well-child wisits HbeAl e testing Breast cancer Appropriate Depression follow-

first 156 mihs of soreaning asthma up appointmants
life [G+ winks) madication far
adults (18-56)

Sowce; MHGP Qually insighls = Healhcare Performance in Massachuselis; Cinical Quality in Primary Cae




